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Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

RE: Gen. Docket No. 90-314. PP Docket 93-253

Dear Mr. Caton:

Columbia PCS, Inc. (“Columbia”), pursuant to Section 1.1206 (a) (2) of the
Commission’s Rules, 47 C.F.R. S 1.1206 (a) (2) (1992), hereby notifies the Commission
that representatives of Columbia met with Messrs. Donald H. Gips and Greg Rosston of
the Office of Plans and Policy and Peter A. Tenhula, Esq. of the Office of General
Counsel on May 4, 1994. The matters discussed are contained in Columbia’s written
submission filed on April 22, 1994 in Gen Docket 90-314. In addition, the attached letter
was provided to Messrs. Gips, Rosston and Tenhula.

Please direct any inquiries concerning this matter to the undersigned.

Sincerely,

General Counsel

cc: Mr. Donald H. Gips
Mr. Greg Rosston
Peter A. Tenhula, Esq.
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Donald H. Gips

Federal Communications Commission
1919 M Street, N.W.

Washington, D.C. 20544

Dear Don:

Thank you for meeting with Columbia PCS, Inc. last Monday. As follow up to
our conversation, I’d like to clarify some of the points we discussed.

A. Proceed with Broadband Auction for SWMR Set Aside Using 8(a) Contractor.

The 8(a) auction contractor selected for narrowband PCS provides a ready made solution
to begin broadband PCS auctions as well. Additionally, starting the broadband auction
with the SWMR band has numerous political, policy and practical advantages. The FCC
will be better able to satisfy Congress’ time requirements as established in the Omnibus
Budget Act of 1993. Small businesses, women and minority owned businesses and rural
telcos are the licensees with greatest market requirements to begin offering PCS services
immediately. This definitive step should solidify the financial markets support for
investment in these designated entities and allow fund raising to begin in earnest. The
SWMR band auction will also allow the FCC to further refine the process for the larger
auctions to follow.

B. Allow Flexible Financial Mechanisms and Reasonable Investor Protections but
Maintain Control.

Clear guidelines are desperately needed so that designated entities can begin the crucial
work of raising capital. All parties agree that broadband PCS is extraordinarily capital
intensive. Capital requirements for broadband PCS are greatest for designated entities
and represent the single most formidable barrier to entry. Unlike their potential
competitors, designated entities, as new entrants to telecommunications, are almost
wholly dependent on capital markets for investment. As point of contrast, I’ve attached a
recent article that recounts MCI’s ability to raise $20 Billion internally and estimates the
seven Bell operating companies will have net cash flows of approximately $37 Billion in
1994. (Financial World, May 5, 1994, pg. 9).
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Of equal importance to designated entities is the FCC’s charter to prevent unjust
enrichment and related abuse. Designated entities, as bona fide operators in need of
significant capital investment, can least afford a taint of potential impropriety. Columbia
PCS strongly believes that the FCC can prevent unjust enrichment without jeopardizing
the abilities of bona fide operators to raise capital. The recapture provisions of the
general rules coupled with specific license requirements for broadband PCS can provide
a sufficient deterrent to sham applicants.

The threshold issue for both the FCC and designated entities is the preservation of control
by the qualified licensee. In balancing this need for control with the capital requirements
of designated entities, it is crucial that the full array of financing mechanisms remain
available. For example, limited partnerships are recognized mechanisms used to raise
capital but still retain control with the general partner. Control and equity ownership of
50.1% by the designated entity in the general partner addresses the policy need to
maintain actual control in the licensee but still provides financial flexibility necessary to
raise capital. Conversely, a requirement of 50.1% total equity ownership in this capital
intensive business is so limiting that it will actually preclude any equity participation by
small businesses, women owned and minority owned businesses.

In addition to flexible financial mechanisms, designated entities will need to provide the
capital markets with reasonable protections for their sizable investments. In delineating
what constitutes control, the FCC must allow for investor protections that don’t impact
operative control of the licensee. Reasonable limitations on a General Partner that fix the
investors' obligations, prevent dilution, and avert material departures from the applicant's
business plan are distinguishable from operative control. For example, a requirement to
obtain approval from limited partners for bids beyond a certain pricing plan is an entirely
reasonable protection that does not give operative control to the limited partners.
Another reasonable protection would be a requirement of limited partner approval to
enter into any business other that the acquisition, ownership and operation of PCS
systems.

C. Allocate 30 MHz in the Lower Band.

The size and location of the allocation are most crucial to designated entities as the
licensees with the greatest market requirements to get to market quickly. Equipment
already exists for the lower band. Designated entities will have neither the capital
resources nor initial consumer demand necessary to drive development of equipment for
the upper band. The size of the allocation is important since most technical assessments
have indicated that 30MHz is sufficient initially to route around the microwave
incumbents. This initial ability to co-exist with in-band incumbents is crucial due to the
limited resources of the designated entities.
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An allocation of 30 Mhz also affords greater capital efficiencies than 20 MHz. Over a
ten year period, 30 MHz will result in more than 12% savings in capital expenditures and
nearly 2% savings in operational expenses. As the attached analysis for just the Boston
BTA demonstrates, an allocation of 30MHz instead of 20MHz means potential savings of
$20.6 Million and $15.5 Million, respectively, over a ten year period.

In summary, Columbia PCS thanks you for your attention to these matters. We
appreciate the significance and magnitude of the tasks before the FCC and look forward
fulfilling the promise of broadband PCS.

Sincerely,

ohn A. Malloy
General Counsel

cc: Mr. Donald H. Gips

Mr. Greg Rosston
Mr. Peter A. Tenhula, Esq.
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OAPITAL MARKETS

The $20 Billion Shutout

MCT's financing strategy shows why investors may not

enjoy the spoils along the information highway

by Anthony Balde

“THERE'S A TREMENDOUS APPETITE IN THE
capital markets to invest in what most
people think will be the {ndustry of the
21st century,” says Douglas Maine, MC}
Communications’ chief financial officer,
referring to the much celebrated infor.
mation highway. “Up untl] now, the
US. and Jepanese markets have
done the bulk of the financing in
this area. But as time goes on and
other nations wake up to the
telecommunications explosion, |
think you'll have a large influx of
capital from other sources.”

Maybe. But don't expect MCl
and the ather major players to come
looking for all that money any
time so0n.

MCT, the §12 billion-n-sales com-
pany that controls 20% of the 565 bi}
lion long distance phone market in
the U.S,, recently announced a gix-
year, §20 billion plan to get on the
data road. But the company, which
recently completed & mammoth
$950 million debt offering to replace
short-term borrowings with longer-
term ones, won't be going to the
capltal markets to finance it in
the near future, MCI plana to pay for
the project out of cash flow and with
money it will recelve from pertners it
has recently taken on.

Call it the $20 billion shutout.

And MCI ien't elone. Other
likely data highway participants,

such aa the regiohal Bels, probably
won't have to float lots of new debt
or equity, elther,

The seven Bell operating com-

panies, for instance, spent nearly
815 billion on capital expenditures

MO OFO Donglas Malne
“We're in the catbird seat.”

last year, but had pretax cash flow of
close to $35 billion with which to fund
them. And Kidder, Peabody estimates
that while capital expenditures for the
Bells will rise to §15.3 billlon this year,
earnlngs before interest, taxes and de-

|
PHOTOOFA?H BY KATHERINE LAMBERT

preclaion—in other Wards, cash flow__
will jump to $37 billlon, That's mogeoam
enough to lay the sructure for the
communications highway,

The upshot of all this? Institutiony
and other investors togetinon
the telecommunicatiofs bonanza may b
forced to buy the debt and equity thay o
ready trades,

A closer look at the financin
has in place will help whyg. M

While MCI doesd't have the prog;.
glous cash flow the Hells have, it's pog.
tion s nothing to snepze at. MCl gener.
ates In excess of 52 billion In operating
cash flow each year| enough 1o spend
the §1 billion to §2 bifion it needs ann..
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and stili throw off some excess.
One huge adventage MCI has is that

s dividend payout ratio Is a paliry 4.8%,

compared to AT&T's 42%, Sprint's 50%
and the 60% to 80% the regional Bells av-
erage. “We take most of our internally
generated cash flow and put It back Into
the business itself,” says Malne, who es-
timates that MCI's cash flow will double
ty the end of the decade. “That's a major
difference, compared to others.”
Besides lts own healthy cash flow,
MCI has already recelved $800 million
from British Telecommunications and
will get another §3.5 billion this summer.
In return, BT will end yp with a 20%
stake in the company.
Other deals are pending.
Just who those other in-
vesiore will bé, Maine won't
sy, “We have a wide aray
of discussions going on with
potehtial partners,” he says.
“And In most respects, we
feel we are in the catblrd
~ seat when it comes to many
of these partrerships. More
individuals dre calling us
than we are dalling them, at
feast sight now.”
. Moody's Investors Ser-
vice agrees with Maine’s as
seoyment. In  February,
when ity MCl's 9e-
nlor debt rating to A2 and ita
shortterm riting to P-1, it
noted that *a risk-sharing
. strategy of joint ventures
and alliances, and more con-
servative sheet man-
agetnent, define the
conipeny in the future.”
the declslon totry to

' expanalon intermally
is brash atuff, given that
MCl plans to take on the re-

 glonal Bells |n providing lo-
cal telephone service, MCI

~ will spend §2 billion to build
fiber rings ahd local switch.

. Ing Infrastructure In 20 US,

cities over the next three to

 five years.
The idea is to bring com-
petition to the Jocal access
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market, where MCl and other long dis-
tance carriere must pay 45 cents on every
revenue dollar, or roughly $23 billion an-
nually, to the reglonal Bells to have thelr
calls trave! from thelr long distance lines
directly Into 2 home or business.

Bert Roberts, CEO of MC, estimates
that if loca! access rates drop Just 10%,
$536 million a year will immediately drop
to the company’s bottom line. '

While the local access project has
gotten lote of headlines, other expensive

jects are in the works. MCI will sink
22050 million Into bullding a fiber optic
network in Mexico, where it has linked
up with Banacci, that natlon's largest fi-
nanclal institution. And MC! is paying
$1.3 billion for a 17%

plece of Nexte! Commu-

nications, an East Ruth- -

erford, NJ. wireless

communications com- WO

munication system. Mt OUN® INtOrnally
distance service to Cuba. m
alayon o CASH TlSW a0
st o MO 1L K
compary tted e WIRO 1O BtSH-
“What MClhs dognow NOSS ItBOI."
bttt R

has even announced
plans to provide long

vice president with

Moody’s [nvestors Service. *It plans to

provide local alternative access. And with

Nextel, MCl {s trying to get another way

of getting direct access to customers by
local operstors.”

MCT's foray Into Jocal markets will
not be as easy, Local telephone Infra-
structure Is complex and difficult to
build. And then there’s the regulatory
hoops that long distance carriers will
have to jJump through 10 provide local
service, Currently, only four states
allow other carriers to compete with the
Bells in the local service market. (Just
recently, however, AT&T filed a petition
with [llinols regulators to test-market
some local services. Dolng se would

encroach on Ameritech’s turf)

“We're not kidding ourselies when it
comes o enterlng the locd] market,”
Roberts told an industry conference re-
cently. “How quickly—and how effec-
tively—we can put an infrasjructute in
place is going to depend on how willing
the state and federal regulators are to
move toward effective co ton In the
local exchange.”

Still, MCI wouldn't have floubled its
market share in the ong di mar-
ket to its current fifth of thé market In
less than a decade if it weren't a stout
competitor. And ita balance sheet only
makes it more formidable,

Indeed, the company’s theet
Is impressive,| given that
debt was only 37% of capital
at the end of [1953. That
figure could gét as low as
30% by the end of the sum-
mer, even withi the recent

polnt will hit the balance sheet, helping
boost return on equity.

“Long term, MCI would like to oper
ate with 8 debt ratio of 45% {o 55% of cap-
falization,” be says.

Yes, that could mean spme debt of-
feringe--~at some polnt. Bult that's small
consolation to thoge who Jvere hoping
for some fresh paper to Invest in now.
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IMPACT ON COSTS DUE TO

AMOUNT OF FREQUENCY ALLOCATED

Scenario with 6% Year 10 Penetration

Dollar Percentage
Frequency Allocated 30 MHz 20 MHz  Difference Difference
Cumulative Capital Expenditures
over Ten Years $165.0 §185 6 $20.6 Millions 12.5%
Cumulative Capital Expenditures
Per Pop Over Ten Years $39.31 $44 21 §4 90 Actual 12.5%
Cumuiative Expenses Over
Ten Years $821 4 $836.9 $155 Millions 1.9%
Assumptions
Basic Trading Area Boston Boston
Subscriber Monthly Air-Time 880 680
Percentage of Traffic in Peak Busy Hour 20% 20%
Year Ten Penetration Rate 6 0% B.0%
Number of Base Stations in Year Ten 236 353
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